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(1)

THE U.S. TRADE DEFICIT: ARE WE TRADING
AWAY OUR FUTURE?

Thursday, July 22, 1999

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INTERNATIONAL ECONOMIC

POLICY AND TRADE,
Committee on International Relations,

WASHINGTON, D.C.
The Subcommittee met, pursuant to notice, at 2:55 p.m., in room

2200 Rayburn House Office Building, Hon. Ileana Ros-Lehtinen
[chairwoman of the Subcommittee] Presiding.

Ms. ROS-LEHTINEN. Thank you. The Subcommittee will come to
order. Thank you so much for being here this afternoon.

The U.S. trade deficit has been the object of considerable concern
and controversy among experts, both advocates of free trade as well
as so-called protectionists.

Some contend that the trade deficit is, as one headline read,
‘‘bleeding the U.S. economy,’’ draining our domestic markets of po-
tential profits and American workers of jobs. Yet others claim that
the growing deficit is a sign of a robust economy, that it indicates
the strong role being played by America in providing markets for
other countries struggling to recuperate from economic crisis.

Trade has always played a critical role in the development of
America’s economy. It has helped to enrich our country’s market
size, productivity and competitiveness, while providing a vehicle for
American ingenuity. However, with the economic prosperity which
trade can bring comes the challenge of striking the delicate balance
between trade that is free, yet fair.

According to experts, America runs trade deficits because for al-
most 2 decades, foreign investment in the United States has ex-
ceeded American investment abroad. The deficit is made up of the
difference between domestic savings and investment and because
America invests more than it saves, it is forced to increase bor-
rowing to pay for the rising tide of foreign goods and services.

The trade deficit is also tied to the economic success or failure
of our global trading partners, and can be tremendously influenced
by economic crisis abroad, as recently illustrated by the Asian fi-
nancial crisis.

Should the growing deficit be a cause for alarm for us in Amer-
ica? The trade deficit, which according to a recently released gov-
ernment report hit an all time high in the first 3 months of this
year, reaching over $68 billion, has driven even those who most
support trade liberalization to question how much longer the U.S.
economy can continue to sustain such losses.
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Former Treasury officials have said that the ballooning trade def-
icit is the single biggest threat to our economy, that it could lead
to a plunge in the dollar’s value and to a tremendous sell off in
stocks and bonds, spurring the U.S. into a recession.

Some experts will point to the increasing trade deficit as a sign
of America’s purchasing power and of international confidence in
the U.S. economy. They maintain that when trade deficits rise, un-
employment drops, industrial production surges, and American cor-
porations sell more goods and services than any other country in
the world.

By contrast, others argue that trade deficits, meaning declining
real wages, increased American job insecurity, and constitute an
erosion of America’s industrial base, citing recent statistics from
the U.S. Department of Labor that over 200,000 workers have lost
their jobs because of either shifts in production to Mexico or Can-
ada or because of increased imports from those countries.

Some claim that trade deficits have no relationship with the level
of employment in manufacturing and, in fact, claim that cheap im-
ports have helped keep inflation low in the United States during
a period of unusually high employment and heavy American spend-
ing.

Those who argue that trade deficits do not have a detrimental ef-
fect state that years in which the U.S. has run trade deficits have
also been years of increasing income for the average American.

Yet, in either case, there exists concern across the board that
America is becoming a market of last resort for our foreign trading
partners and that the increasing excess with which we import over
what we export is putting over $20 billion more into foreign hands
each month. Regardless of what we individually believe to be the
causes of our increasing trade deficit, our challenge in Congress
will be to develop policies which will create balanced trade relation-
ships with our global partners and which seek to restore the bal-
ance of trade.

I look forward to the testimony of today’s witnesses and to their
recommendation as to how we can manage the trade deficit while
maintaining freer and more open trade markets. I would like to
recognize our Ranking Member, Congressman Bob Menendez of
New Jersey.

[The prepared statement of Ms. Ros-Lehtinen appears in the ap-
pendix.]

Mr. MENENDEZ. Thank you. Let me give thanks to our witnesses.
I just ask unanimous consent to have my full statement entered
into the record and paraphrase it.

Ms. ROS-LEHTINEN. Without objection.
Mr. MENENDEZ. I appreciate all of them coming here today. I spe-

cifically appreciate Dr. Simon Evenett, an associate professor at
Rutgers University, the State University of New Jersey, coming at
our invitation. We have all seen the latest headlines this week
highlights a new trade deficit record of $21.3 billion. Certainly it
is a timely indicator for its need for the Congress to look at some
of the causes of the trade deficit and what we can do to boost U.S.
exports abroad.

There is a concern that I have, it is in part the statement that
Alan Greenspan made as the Chairman of the Federal Reserve
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Board at the 35th Conference on Bank Structure and Competition
when he said, ‘‘There is a limit to how long and how far deficits
can be sustained, since the current account deficits add to the net
foreign claims on the United States.’’ .

In essence, I guess what he was saying is the current account
deficit puts the economic fortunes of the United States in the hands
of foreign investors.

I know that some of these issues are very difficult and there are
no single solutions, but think the one thing we can definitely do
that we began to do through the Committee is a question of seek-
ing to open markets and to further promote the opportunities for
American businesses and manufacturers and the providers of serv-
ices to seek those markets abroad and to promote, and that is why
I am such a strong supporter of the Export Enhancement Act,
which finds ways to increase American exports and gain market ac-
cess for American companies and products.

It certainly is a good start, but it is minor when you think about
our competitors like the European Union. We just had some of the
new members of the European Union’s leadership here in a meet-
ing with its full committee the other day. Of all of the things that
they could talk about, the one thing they clearly focused on was the
trade issues, for which they have a surplus with us, a growing sur-
plus, and they have made export promotion, contract securement
and market access priority issues at the highest levels of their gov-
ernments. We need, I believe, to be doing the same.

With that, Madam Chairlady, I look forward to the witnesses and
what their testimony can do to enlighten us on some of these
issues.

Ms. ROS-LEHTINEN. Thank you so much, Mr. Menendez. I am
pleased to recognize Mr. Sherman of California.

Mr. SHERMAN. Thank you. We all know how important this trade
deficit is. I would like to respond to the frequent statements of
those who are apologists for the present do-nothing policy.

First, we are told that this trade deficit is the sign of a robust
economy. That is like an obese person saying it is a sign of health
that they are getting enough food. But also keep in mind, 5 years
ago, 10 years ago, when our economy was in giant trouble and the
Japanese economy was doing very well, we had a trade deficit, and
we were told at that time we dare not do anything about it because
we need their help, because they are so robust in helping our econ-
omy, which at the time was in dire straits.

So when the Japanese economy does well and the American econ-
omy does poorly, we are told do nothing, allow lopsided trade. Now
when the situation is reversed, we are told for the same reason, to
allow the same imbalance.

We used to be told that it was our fault, because it was the Fed-
eral budget deficit that caused the trade imbalance. I know some
of the real young people here will not remember that. But for how
many years were we told it isn’t the protectionism of the trading
partners, it is the moral fault of a Congress that keeps spending
more than it takes in? Now the United States has a surplus and
all these other countries have deficits, and for some reason, all the
do-nothing supporters of one-way free trade have forgotten how to
pronounce the arguments that they made 10 years ago, those argu-
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ments that said that a country that runs a budget deficit will inevi-
tably run a trade deficit.

It only works as an apology for a do-nothing policy for the United
States.

We are told that there is nothing we can do, which really means
there is nothing we can do without upsetting some foreign govern-
ments and upsetting some powerful interests in the United States.

We are told that those of us who want, if necessary, to threaten
a reduced access to the U.S. market are protectionists, even if our
purpose is to simply use that as a threat in order to break down
the walls that other countries have put around themselves to pre-
vent American exports.

We are told somehow that it is a free trading system, we are just
losing. But I come from a tourist city, Los Angeles. I don’t know
if you see the same thing in southern Florida. But people come to
the United States, and they don’t want to see Olvera Street, they
are not so sure they want to see Disneyland, they want to go to
the discount stores and buy goods produced all over the world, be-
cause they are sold more cheaply in the United States, at retail,
than you can get them wholesale back in their own countries. But
this is a trading system and we are just losing.

Finally, I would point out as to China, which is the most lop-
sided, not the largest trade deficit, but the most lopsided trading
relationship in the history of millennium life, we keep pretending
that society lives by the rule of law, so if we can just get them to
change their laws, we accomplished something. But what happens?
We change our laws and we tend to, every economic enterprise in
the United States, say they have MFN, you can bring in their
goods and make a big profit, and don’t you want to do that? Of
course, business people do. But if you are a business person in
China, I don’t care whether the tariff is 20 percent—I do care—
whether it is 20 percent or 0 percent. But even if the tariff were
0, you can get a call from a party cadre, saying do you really want
to buy $1 million or $100 million worth of United States goods or
a telephone system or whatever? Because if you do, well, the party
might frown on that. You might need to be sent out for reeducation
if you do that. It doesn’t take very much to get a careful or smart
Chinese businessman to say no to American goods. It only takes a
phone call, and you can’t take a phone call to WTO court.

I thank you for the time.
Ms. ROS-LEHTINEN. Thank you.
[The information referred to appears in the appendix.]
Mr. MENENDEZ. If I just may, I just want to tell my dear col-

league, who I always find incredibly interesting in terms of the way
he presents his view, and often on point, that there are some of us
that are robust and feel robust in the process.

Mr. SHERMAN. Robust and——
Mr. MENENDEZ. You are saying something about overweight.
Ms. ROS-LEHTINEN. That is the old Mr. Menendez.
Thank you so much for those enlightening comments. I thought

only ladies talked about weight.
I am pleased to introduce our first panelist, Mr. Patrick Mulloy,

Assistant Secretary of Commerce for Market Access and Compli-
ance, the U.S. Department of Commerce’s international trade ad-
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ministration. In this capacity, Mr. Mulloy directs an extensive staff
of international trade specialists to improve market access for U.S.
companies to international markets by removing foreign barriers to
U.S. exports, and ensuring the compliance of foreign countries to
trade agreements with the United States. Prior to his position at
the Department of Commerce, Secretary Mulloy served in various
senior positions with the staff of the U.S. Senate Banking Com-
mittee, where he helped formulate such important international
trade and finance legislation as the Export Enhancement Act of
1992 and the Omnibus Trade and Competitive Act of 1988.

We welcome Secretary Mulloy with us this afternoon. Your state-
ment will be entered in full in the record, and feel free to summa-
rize your statement.

STATEMENT OF PAT MULLOY, ASSISTANT SECRETARY FOR
MARKET ACCESS AND COMPLIANCE, U.S. DEPARTMENT OF
COMMERCE

Mr. MULLOY. Thank you, Madam Chairperson.
As you mentioned, as someone who worked for 15 years on the

staff of the Senate Banking Committee, it gives me great pleasure
to appear before this Subcommittee to talk about the large and
growing U.S. trade deficit.

As you noted, I have a prepared statement which I will have for
the record and I will just make some remarks here to try to give
you an outline of what I think is happening.

Let me begin, Madam Chairman, by saluting you and this Sub-
committee’s efforts to draw attention to this important matter. You
had a similar hearing last July; and last October the Congress, rec-
ognizing the key importance of this issue, established the Trade
Deficit Review Commission, where you had 12 people, 3 appointed
by Mr. Hastert, 3 appointed by Mr. Gephardt, 3 appointed by Sen-
ator Lott, and 3 appointed by Senator Daschle, and they are get-
ting down to work now. In fact, they are going to begin their first
public work on August 19th.

This week, my Department released data showing that for the
first 5 months of this year, the deficit in goods and services is run-
ning at an annual rate of $225 billion, up 50 percent over the first
5 months of last year. The merchandise deficit so far this year is
at an annual rate of $307 billion.

In understanding these huge figures, the most important point to
keep in mind is that the recent growth in the deficit stems in part
from the fact that the U.S. economy is growing rapidly and others
aren’t.

The second important point to note is that the recent deficit in-
crease stems principally from the export side. Overall imports so
far this year are only up 6 percent, a very modest rate. However,
import penetration, imports as a percentage of our total GDP, have
not increased since 1997.

This is not to say there have not been significant increases in in-
dividual sectors, such as steel, where the administration has acted
to halt the flood of imports but, overall, imports have not risen that
rapidly.

The real difficulty is in our exports. Typically our exports have
been growing about 7 percent a year, but they fell 1 percent last
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year and so far this year have fallen another 2.4 percent. This de-
cline is serious. It is affecting jobs in America’s farms and factories.

The export decline does not reflect a drop in U.S. competitive-
ness. In fact, the U.S. share of exports to foreign markets last year
was 15.2 percent, up significantly from the 14 percent average in
recent years.

What it reflects is how slow foreign markets are growing, not
just in Asia, but in Europe. Domestic growth is sluggish in these
countries, and demand for imports, including from the United
States, is stagnating.

The most dramatic drop in exports took place in Asia, where in
1998 exports fell by 15 percent and so far in 1999 they have fallen
a further 2 percent.

On a bilateral basis, our largest deficit is with Japan, where over
the last 12 months it has reached $66 billion.

Our second largest bilateral deficit, $57 billion last year, is with
China. We import 5 times from China what we export to China,
meaning that just to keep the deficit from growing any more, our
export growth rate has to be 5 times as large as our import growth
rate with that country. In the last 3 years, however, the import
growth rate has been about 16 percent a year, while our export
growth rate has been about 7 percent, and so far this year our ex-
ports to China are actually down 5 percent.

As I noted, China runs a $57 billion trade surplus with the
United States but, overall, China only has a global trade surplus
of $44 billion, so their trade with us is where they are accruing
their foreign exchange earnings.

With the focus on Asia, it is frequently not realized how much
our trade position has deteriorated with Europe. In 1991, the
United States had a surplus of $19 billion with Europe; in 1998,
our deficit had reached $32 billion, a negative swing of $51 billion
with Europe in 7 years.

With respect to our NAFTA partners, the story of strong U.S. do-
mestic growth pulling in imports also applies. So far in 1999, the
trade deficit with Mexico is $24 billion at an annual rate, compared
with $14 billion last year, and the deficit with Canada is going to
be running at a $27 billion annual rate compared with $13 billion
last year. The decline of the Canadian dollar and Mexican peso
against the U.S. dollar over the last 3 years also plays a role in
creating these deficits with our NAFTA partners.

Overall, there is nothing on the immediate horizon to suggest
changes in our recent trade trends. U.S. economic growth, even
though expected to slow in 1999 from 1998, should still be rel-
atively strong compared to most of our major trading partners. In
Europe and Japan, expectations are for slow growth to continue.

We cannot, however, blame all of our deficit on the Asian finan-
cial crisis and on the recent difference between U.S. and foreign
economic growth. Longer-term forces are also at work, including
the continued existence of trade barriers that have held back U.S.
export opportunities. Amazing though it may now seem, from 1894
to 1970, the United States during that 76-year period had an un-
broken string of trade surpluses. But since 1970, we have had vir-
tually an unbroken string of merchandise trade deficits that have
accumulated to over $2 trillion.
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Most of our deficit occurred in the last 15 years. Nearly 80 per-
cent of the deficit is with Asia and fully 40 percent of the total was
with one country, Japan.

The recent rise in the trade deficit reflects, in part, the health
of the U.S. economy. Our unemployment rate is extremely low by
historic standards. Inflation is low, economic growth continues
above its long-term trend, and real incomes are rising. In addition,
the rise in the stock market has encouraged consumer spending.
The biggest negative probably is our personal savings rate, which
is close to zero.

While current economic conditions, at least for the United States,
are excellent, we can’t help but be concerned with running ex-
tremely high current account deficits long into the future. To fi-
nance these deficits, we must borrow from abroad. Thus, we be-
come ever more dependent upon receiving and retaining foreign
capital. The net debtor position of the United States, in fact, stood
at $1.2 trillion in 1998. You have to remember just maybe 10 years
ago, we were the largest creditor Nation in the world. We are the
largest debtor Nation in the world, and that is increasing rapidly.

If current trends continue, our total foreign debt will be close to
$1.5 trillion at the end of 1999.

Another factor that must be considered is the impact of trade
deficits on the composition of our employment. The drop in our ex-
ports has had a serious effect on manufacturing employment in the
United States. While overall employment in our country is at
record levels and, in fact, has grown by 2 million jobs in the last
year, there are 422,000 fewer manufacturing jobs than a year ago.
Many of these losses are directly attributable to the decline in U.S.
exports globally, especially to Asia.

Few actions we can take domestically would have as great an im-
pact on our trade deficit position as restoration of growth in our
major export markets. The key here is in economic policies in Eu-
rope and Japan that would promote domestic-led growth rather
than export-led growth in those countries.

Former Secretary Rubin, when he was still Secretary of the
Treasury on June 10, said this: ‘‘It is critically important that Eu-
rope and Japan do their part, because the international system
cannot sustain indefinitely the large imbalances created by the dis-
parities in growth and openness between the U.S. and its major
trading partners.’’.

On July 13, Secretary of the Treasury Summers said: ‘‘We con-
tinue to watch the Japanese economy carefully and to believe that
what is most important for Japan is the restoration of domestic de-
mand-led growth.’’ .

The need for these other countries to grow is clear as our current
account deficit position is unsustainable in the long run. Chairman
of the Federal Reserve Board Alan Greenspan, in something that
Mr. Menendez referred to earlier, said on May 6th, ‘‘There is a
limit to how long and how far deficits can be sustained, since cur-
rent account deficits add to net foreign claims on the United States.
Unless reversed, our growing international imbalances are apt to
create significant problems for our economy.’’ .

In his testimony today before the House Banking Committee,
which I was able to get ahold of, Mr. Greenspan said this: ‘‘As our
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international indebtedness mounts, however, and foreign economies
revive, capital inflows from abroad that enable domestic invest-
ment to exceed domestic saving may be difficult to sustain. Any re-
sulting decline in demand for dollar assets could well be associated
with higher market interest rates, unless domestic savings re-
bounds.’’ .

Chairman Greenspan went on today to reinforce what Secretary
Rubin said about the need for Japan and Europe to grow faster. He
said, ‘‘Working to offset somewhat this anticipated slowing of the
growth of domestic demand, our export markets can be expected to
be more buoyant because of the revival in growth in many of our
important trading partners.’’ .

Now, that depends on whether they actually get going on wheth-
er they are going to be able to turn around this situation.

We need to be working to bring the deficit down over the long-
term. We must continue to urge our partners to initiate domestic
growth strategies and we must also foster conditions for a restora-
tion of our trade position when foreign markets recover, by assur-
ing that foreign markets remain open by enforcing our trade laws
and promoting exports.

While I do not believe that noncompliance by our trading part-
ners with trade agreements is the major factor in the growth of our
trade deficit, we must be sure that countries are keeping markets
open and complying with the trade agreements they sign with us.
We need to assure Americans that the agreements we negotiate are
honored and that American firms and workers obtain the benefits
and opportunities we have bargained for.

The Commerce Department, as never before, is increasing its
monitoring of our trade agreements. When we find indications of
violations, we are being very aggressive in taking up these matters
bilaterally or working with USTR to have them referred to the ap-
propriate dispute settlement forum, whether in the WTO, NAFTA
or elsewhere.

The Commerce Department is also committed to swift enforce-
ment of the fair trade laws. These are the ones we put up to stop
surges of foreign imports like we have had in steel over the last
year. During this first 6 months of this year alone, we have either
completed or are in the process of conducting more than 65 anti-
dumping or countervailing duty investigations.

But beyond compliance and enforcement, we must be prepared to
take advantage of export opportunities as foreign growth returns.
U.S. firms need to take more advantage of overseas markets.

Therefore, we are working with the Interagency Trade Coordi-
nating Committee set up by the Congress and chaired by the Com-
merce Department, and we continue to develop new strategies and
approaches to assisting U.S. firms and workers with trade pro-
motion. ITA’s units, including the Foreign Commercial Service, the
Trade Development unit, and my own market access and compli-
ance unit, are working together to help small and medium-size
firms take advantage of export opportunities.

Before closing, I want to thank you, Madam Chairman, and the
other Members of the Subcommittee, for your assistance during the
International Relations Committee’s reauthorization of our budget.
I particularly want to thank you for drawing attention to the crit-
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ical work done by the Market Access and Compliance Unit which
I head.

I am pleased that you and your colleagues appreciate our efforts
to access foreign markets for American firms and workers and to
get our trading partners to comply with our trade agreements. If
we can obtain the funding requested in the President’s 2000 budg-
et, we will be able to reach out and help small firms, particularly
the small- and medium-size firms that are the engines of growth
in our economy.

As I noted to you during my last appearance here, the number
of people that we have to maintain and enforce trade agreements
has actually been in decline over the last several years because we
have not been funded at the levels requested by the President. I
will give you an example. We used to have 10 people working on
China. We now have 4 or 5. That is just an intolerable situation.

Finally, I want to thank you, Madam Chairman, again, and your
Subcommittee, for the work on the trade deficit issue. You have
kept after this issue. It is a very important one. You might want
to have your staff pass on the records of your hearings to the con-
gressionally created Trade Deficit Review Commission that I men-
tioned earlier in my testimony. I think that commission would find
the work you have done very beneficial.

I thank you again. I will be pleased to try to answer any of your
questions.

[The prepared statement of Mr. Mulloy appears in the appendix.]
Ms. ROS-LEHTINEN. Thank you so much, Secretary Mulloy. The

U.S., as you pointed out, has one of the strongest and most vibrant
economies in the world, while at the same time maintaining its
highest trade deficit in history. Japan, on the other hand, in spite
of the financial difficulties, is still running a surplus. Could you
please elaborate on these two seemingly incongruous outcomes?
What are the variables that play in these two situations and what
lessons can be learned for improving our trade balance?

Mr. MULLOY. It is true, as Congressman Sherman referred to be-
fore, even when Japan was growing more rapidly, we had trade
deficits with Japan. They did begin to come down from the 1987
period down to about the 1993–1994 period. Then when they went
into this economic recession because they weren’t growing and
couldn’t take—are not taking American imports, our exports de-
clined and the trade deficit began to increase with Japan again.

That is why the administration is leaning so hard on Japan to
go to export—not export-led growth. In other words, what they
tend to do when they get into a recession, instead of trying to in-
crease domestic-led growth, they rely on export-led growth to get
themselves out of their recession, meaning they want to increase
their trade surplus with the world. They are running a worldwide
surplus of well over $100 billion.

Second, Japan, every country in the world, is frustrated by the
fact that they do run a pretty closed market over there. It is very
difficult, even if it is not the government itself, you have the com-
panies acting in collusion to restrict access to that market. We go
into it time after time. My Under Secretary is going over there to
take up the construction issue next week. We have 0.02 percent of
their construction market. If we could just get 1 percent of that

VerDate 11-MAY-2000 12:36 Jul 25, 2000 Jkt 000000 PO 00000 Frm 00013 Fmt 6633 Sfmt 6633 64701.TXT HINTREL1 PsN: HINTREL1



10

market, instead of selling $50 million, we would have $2.5 billion
of construction to that market. So that is a tremendous problem,
and it is industry after industry that you find this problem with
the Japanese.

Ms. ROS-LEHTINEN. Another question, Secretary Mulloy. What is
your view on the proposal espoused by many, including one of the
panelists coming up after you, that the U.S. should gradually de-
value the dollar as a way of improving the trade balance? What
short-term and long-term effects do you think this would have on
American competitiveness or on the global market?

Mr. MULLOY. Madam Chairman, as you know, even the President
doesn’t talk about the value of the dollar. They pretty much restrict
the Treasury Department to talking about the value of the dollar.
But if you look at—I was reading an article in the Wall Street
Journal the other day about the growing deficits with Canada and
Mexico, and the Wall Street Journal article referred to the fact that
the dollar has increased in value dramatically versus the peso and
the Canadian dollar, and that does contribute to the trade deficit.

The problem is when we need to attract foreign capital, if the
dollar declines in value it makes it harder to attract the foreign
capital you need to finance your borrowing, plus you are borrowing
to finance your trade deficits. If your currency is decreasing in
value, in order to get those borrowings, you have to raise your in-
terest rates. So it is kind of a difficult situation. But I am not going
to comment on the value.

Ms. ROS-LEHTINEN. OK. One last question from you. You contend
the best solution to alleviate the trade deficit is the economic recov-
ery of our trading partners. We understand, obviously if their rel-
ative economic position were to improve, the belief is they would
be more readily able to purchase U.S. goods and services. What pol-
icy recommendations would you make to assist in the economic re-
covery of those countries if that were to be the one thing that
would help us?

Mr. MULLOY. I think there was a big debate in the Congress last
year about the whole IMF Program and the Congress decided that
it was in our national interest to provide that money to the IMF
to help restart the economic growth in these Asian economies
which fell off so dramatically over the last 2 years. So I think that
will be of assistance to us.

The other thing is, as Secretary Summers and others have talked
about, Europe. They have not been growing like people had hoped
they would be growing. The other thing about Europe is, when they
moved to the Euro, people thought it would actually strengthen in
value against the dollar, but in fact it has declined by about—I
guess it was 14 percent. I think there has been some recent
strengthening of the Euro. Both of those result in our trade deficit
problem with Europe becoming worse.

So we have really got to get Europe to strengthen domestic de-
mand, have Japan strengthen domestic demand. If that happens,
many of the smaller economies that count on those markets to
grow will also grow, which should help us then begin to change
some of these trends that we are on in terms of being what many
people think we are, the consumer of last resort in the world mar-
ket.
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Ms. ROS-LEHTINEN. Thank you, Mr. Secretary. Mr. Sherman.
Mr. SHERMAN. Thank you, Madam Chairman. Just a brief factual

question, I don’t know if you or your staff have the answer. What
were our exports to China last year?

Mr. MULLOY. Do we have that? Let me just—our total deficit was
about $57 billion. We exported about $14 billion to China last year.

Mr. SHERMAN. That is goods and services?
Mr. MULLOY. Yes, that is correct.
Mr. SHERMAN. There is an advertisement in a leading publication

that claims that we exported $18 billion of goods and services to
China last year.

Mr. MULLOY. Congressman, let me have that figure checked. I re-
member I used to say that last year—that in 1997 our exports to
Europe grew in 1 year by more than our total of our exports to
China that same year. That year I think we were using about a
$13 billion figure. It might have gone up.

Mr. SHERMAN. If you can get back to me, hopefully even today
just on what that number is, perhaps we can find out what the
Business Coalition for U.S.-China Trade is doing with the $18 bil-
lion figure.

Mr. SHERMAN. It has been said that we need to maintain a high
dollar, which then leads to trade deficits, in order to attract foreign
capital. I would simply comment that if the rest of the world would
buy our goods, that would bring billions of dollars into the United
States, which we could then invest. Likewise, if we were to be able
to reduce imports, that leaves us with billions of dollars more avail-
able for us to invest.

So I don’t think that you need a trade deficit in order to provide
adequate funds for the United States. In fact, a trade deficit is the
export of money and the importation of goods. So I was surprised
that on several occasions, Japan, which is already running this un-
balanced trade relationship with us for decades, was able to go into
the currency markets and deliberately manipulate a lower yen and
a higher dollar without any protest from the United States.

I would just like to know whether we think it is just fine for
countries that are already having unbalanced malignant trade rela-
tions with us, to manipulate the currencies so as to increase their
trade surpluses with us.

Mr. MULLOY. Congressman, I should note that when I was on the
staff of the Senate Banking Committee, Members were very con-
cerned about this type of thing where countries manipulate their
currencies to gain a competitive trade advantage. In fact, they put
a provision in the 1988 trade bill that the Treasury has to do a re-
port once a year and update it annually, identifying countries that
are manipulating their currencies to gain trade advantage. In the
early years, they did identify Korea and Taiwan.

Now, coming back to Japan, I did note that there was an article
in the Washington Post a little while ago that when the Japanese
did that, Secretary Summers did complain publicly that that was
inappropriate, and then they quoted Fred——

Mr. SHERMAN. Mr. Secretary, with all due respect of statements
of inappropriateness, the correct response is to enter the markets
immediately on the other side at double the level and to force the
yen much higher than it would have been if Japan—the idea, some-
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body shoots at you, and the response is to send their mother a note.
No wonder we are losing.

I might add, our whole approach, say, on construction in Japan
is to use regular mechanisms to try to go from .2 percent of the
market to .3 percent of the market, and then come back and say
the regular mechanisms are working.

Again, one of the defenses of our present approach is that occa-
sionally we do get a crumb, but as I understand it, it is our policy
never to do anything more than send a note when other countries
enter currency markets and that we have never entered currency
markets for the purpose of increasing our trade position. When I
say never, I mean never in recent history. Is that correct, or per-
haps you don’t know?

Mr. MULLOY. I honestly don’t know. The intervention in the mar-
kets dealing—they use what they call the Exchange Stabilization
Fund over at the Treasury Department, which was set up by Con-
gress, I think in 1935. But that is all a Treasury function. It is not
an interagency decision, so I can’t really comment when they are
doing it.

Mr. SHERMAN. Finally, in your comment you talked about the low
U.S. savings rate. I would like to point out that I think we may
have a very high savings rate, disguised by our accounting system.
An economist would tell you that income is not only realized in-
come, but unrealized income. So let me give you a typical cir-
cumstance.

A family might make $5,000 in a month, net, take home, and at
the same time, they look at their Dreyfus statement and the value
of their assets, money available in their hands right now, has also
gone up $5,000. A true economic view of that family is that they
are now $10,000 richer before they sit down to pay their bills.

So they sit down and pay their bills, they spend $5,000. Our ac-
counting system, then, because it ignores unrealized income, says,
your net wages were $5,000, you spent $5,000, your savings was
zero. But really looking at the entire situation, no, they made
$5,000 by working, they made $5,000 profit by having their money
in the stock market. The family made $10,000, they spent $5,000
on expenses, and they let the other $5,000 remain in the market,
just as if they had liquidated Dreyfus and put all the money in T.
Rowe Price, they now have, whether you churn the money or leave
it in—leaving your profits on the table is investing those profits.

So I don’t know whether it is your Department that calculates
the savings rate, but do you know of any analysis of the U.S. sav-
ings rates that takes into account the huge leave-it-in-the-market
savings? I think that American families have reaped hundreds of
billions of dollars. ‘‘Reaped’’ may be the wrong word-have accrued,
have obtained, have available to them-hundreds of billions of dol-
lars of profits in the stock market, and they have in effect rein-
vested those by keeping that money in the market. I think if we
look at it that way, we may have a very high savings rate. But that
won’t keep those who want to apologize for our present do-nothing
trade system from saying oh, no, it is not the other countries’ fault,
it is the low savings rate in the United States. That is why we
have a trade deficit.

Now, to give you a moment to comment.
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Mr. MULLOY. Congressman, let me come back to you now. This
only covers goods? I am sorry, what I have got now from the De-
partment, U.S. exports to China in 1998, but it is only goods. It is
$14.3 billion. I will try and find out what the services portion is,
and I will get back to you, Congressman.

Mr. SHERMAN. Although if anything, you tend to support this add
that I questioned. If it is $14.3 in goods, I am sure it is probably
another 3.5 or 3.7 in services. Thank you.

Mr. MULLOY. We will check that and get back to you.
Congressman, on the other, I am not an expert in terms of the

savings rate. I have read the articles in the press that make the
argument that you have put forth here. I just am not an expert in
how savings rates are calculated. The Treasury Department, again,
is the place that both on exchange rate policy and on the savings
rate, you would probably want to hear from them.

Mr. SHERMAN. I hate to think that only your Department would
be allowed to have this much fun. I am sure that at some future
time we will spread it around the administration.

Mr. MULLOY. But I think that report I referred to, where they
give it to the Congress once a year and then update it every 6
months, is very important. That looks at the international economic
position of the United States and looks at these kinds of issues that
you are very interested in, the currency manipulation and that sort
of thing.

I know the last time I testified before the Senate Banking Com-
mittee, Mr. Guitner from the Treasury was with me and the Com-
mittee Members asked him to make sure that that report was sub-
mitted on a timely fashion because they are very interested in it
over there.

Ms. ROS-LEHTINEN. Thank you. Mr. Delahunt.
Mr. DELAHUNT. Yes. I really want to applaud the Chair for call-

ing this. I think this is really a very important opportunity for
Members to educate themselves. I would encourage the Chair to on
a regular interval have these kind of hearings, because I think this
really gets to the crux of what we are about as a Subcommittee and
obviously is a critical issue given the amounts of these deficits.

Let me just pick up and make some observations upon what the
comments by my scholarly colleague from California were in terms
of these particular issues, because, it is often stated on the floor of
the House by Members from both sides of the aisle, this grave con-
cern about the personal savings rate of Americans.

It is used often in our debate and our discourse. We have got to
be really clear about our definitions here. Because it is an accepted
fact that Americans do not save. I was going to ask the question
out of ignorance, but I think I have been educated by my, like I
say, my colleague from California out of his background and experi-
ence. That is why it is so much fun to serve with Mr. Sherman.

But the reality is, you are here, Mr. Secretary, you make a state-
ment that you express some concern about our deficit because of
the investment by foreigners in our economy as being a source of
a dynamic influence in terms of our own growth. But if he is right,
and I think he is right, and I think upon—and I would like to have
a followup from members of your staff, and there were some other
folks back there shaking their head in the affirmative—if he is
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right, I would like to have it confirmed; because when we talk
about the personal savings of Americans, most of us are into
401(ks). Does that include that particular savings rate? The growth
of our pension plans that are invested in equities, in the markets,
is this part of that definition? We have really got to be clear about
it. I think it is important that you, the 435 of us that serve begin
to understand that.

Again, I was unaware and I was going to ask that question, like
I say. But my sense is many foreigners invest in the United States
because of our political stability. That is why we are the bene-
ficiaries of foreign investment, because if you are in South America
or Asia or in Third World countries, the lack of political stability
is sufficient in and of itself for foreign capital to come to these
shores.

I don’t know if that is going to change anytime soon, because I
continue to see political instability all over the globe. Feel free to
interrupt me.

Mr. MOLLOHAN. Mr. Congressman, I agree with you that part of
the ability of the United States to attract these savings is because
we are kind of an isle of tranquility, politically and other ways, and
even economically, particularly with the collapse of these Asian
markets, for capital. But it is important to realize that in the old
days, people used to think trade flows would determine currency
values. What is going on is that the capital flows have a big impact
on the currency values. So while we are attracting that flow, it
does have an impact on——

Mr. DELAHUNT. The strength or weakness of the dollar.
Mr. MULLOY. Exactly.
Mr. DELAHUNT. I will tell you what I have a problem with. I

share Mr. Sherman’s frustration in terms of our bilateral relation-
ships with countries that either through tariffs or just administra-
tive impediments restrict access to our markets. We are going to
be debating—is it next week—the MFN issue on China.

I mean, put aside some very valid concerns about human rights
abuses, about an array of other issues, to just simply restrict it to
the trade issues, we have an imbalance of $57 billion. I want to
open up trade. I am a fair-trader. But I don’t see—all I keep hear-
ing from New England corporations that do business in China is,
we want you to support MFN because the potential is there. We
have had potential there for a long time. I am getting very tired
of potential. It is like that minor league ball player that just, he
would come and go back again from the majors, and it would hap-
pen. Potential. Meanwhile, we are running a $57 billion trade def-
icit.

My proposition in the past to MFN has been predicated on the
fact of, hey, until you open up, until you remove impediments,
whether they are administrative in nature or delays that occur,
this is part of a bilateral negotiation, including ascension to WTO.
Start playing it straight with us. There is no reason to have this
kind of a deficit.

Brad’s observation about sending the note home from the teach-
er, I would suggest we just have to get a little tougher, because my
understanding is that in terms of their export market, we are the
ultimate, we are the last—what your term was, the consumer of
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last resort. We represent 35 percent of their export market and
they are 2 percent of ours?

We have leverage that I suggest that we are not utilizing now
to say, come on, if you want to engage in an honest and fair, free,
bilateral trade relationship, that is fine. But we are running out of
patience.

Mr. MULLOY. Yes, sir.
Mr. DELAHUNT. If I may indulge the Chair for just another

minute, your argument, which is a good argument in terms of how
we should encourage these nations with whom we have a trade def-
icit, encourage them to grow their economies domestically, gee, that
is a hell of a trick. It really isn’t easy. I mean, we don’t have a vote,
in the Japanese Parliament, and I don’t know of anybody in this
Committee that is a member of the Politburo in China. We might
do lots of things, but to influence their economic policy to focus on
their domestic markets, I mean, I don’t know whether that is real-
istic or not.

Mr. MULLOY. On the point about China, according to if we be-
lieve their figures, it is not the differences in growth rates that
have been the problem in China. They have been growing actually,
if you look at their figures, faster than the United States. With
China it has clearly been that we have many multi-tiered trade
barrier problems in China.

One of the efforts was in these WTO negotiations to get at those
and try and take care of those in this WTO package. The Congress
will be the ultimate decider of whether the package, if we get it,
is good, because you have to change the law to give China perma-
nent MFN if you want to do the WTO deal. So I would again urge
you, when you get that package, to probably do some hearings to
really get a good evaluation of it, because that is a very good point
that you made, Congressman.

Finally, I want to thank this Committee again. As I pointed out,
we are the one group in the U.S. Government, we are charged with
monitoring and enforcing trade agreements. We have 149 people.
We have 28 other people in my unit, paid for by AID. We have 149
people, and this is global. I mean, we honestly can’t do the job with
those kinds of resources.

Mr. DELAHUNT. If I could interrupt for one moment, I agree with
you there. I think with this Committee and the leadership of the
Chair and the Ranking Member and the entire International Rela-
tions Committee, they have been extremely supportive of sup-
porting the exportation of American goods and services and open-
ing up other markets. I agree, I think that you are underfunded.
I don’t think you have the resources that are necessary to really
address the issue, and I would hope at some point in time that we
could advocate on behalf of those agencies that do, in terms of se-
curing appropriate funding so that they can accomplish their mis-
sion.

We all—I don’t want to export jobs, I want to export American
goods and services. So that is what I really want to do. That is bi-
partisan in nature. We can have disagreements as to NAFTA, but
I think you have unanimous support as far as the ability for us to
penetrate markets.
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Ms. ROS-LEHTINEN. Absolutely. Well said. If you would like to
make some wrap-up statements?

Mr. MULLOY. I want to thank you and this Committee again. You
have been very, very supportive to our unit and ITA in general. I
hope that you will maybe followup with the appropriate appropria-
tions.

Ms. ROS-LEHTINEN. Your chunk of that agency, Market Access
and Compliance, that division is very important in making sure
that our trading partners comply with our laws and making sure
that they come forth with the promises they have made when they
enter into these trade agreements.

Mr. MULLOY. We are only 8 percent of the total ITA budget.
Ms. ROS-LEHTINEN. It is the important chunk. Thank you so

much for being here. We look forward to you getting back to Con-
gressman Sherman and the rest of our Subcommittee Members
about those numbers.

Mr. MULLOY. I will.
Ms. ROS-LEHTINEN. I would like to introduce the second set of

panelists. Robert Scott is an international economist with the Eco-
nomic Policy Institute here in Washington where he has studied
the effects of trade and protection on the U.S. textile, apparel, and
steel industries. He is the author of various publications and stud-
ies measuring the employment impacts of trade agreements. Mr.
Scott has represented U.S. industries as an expert witness on the
economic effects of imports in several cases before the U.S. inter-
national Trade Commission concerning unfair trade complaints.
Prior to joining EPI, Dr. Scott was an assistant professor with the
College of Business and Management of the University of Maryland
in College Park, and we welcome Dr. Scott with us this afternoon.

Mr. Robert Blecker is Professor of Economics at American Uni-
versity and a Visiting Fellow at the Economic Policy Institute. He
is the author of various books covering the issues of international
trade and finance. His academic articles have been published in a
variety of scholarly journals and edited books. His research focuses
on international capital mobility, U.S.-Latin America economic in-
tegration, the U.S. trade deficit and our U.S. trade policy. Dr.
Blecker has served on the Economic Strategy Institute Advisory
Panel on the Future of U.S. trade Policy and on the Council of For-
eign Relations Working Group on Development, Trade and Inter-
national Finance, and we welcome Dr. Blecker here with us today.

He will be followed by Mr. Simon Evenett who is currently the
member of the court team drafting the World Development Report
and the principal author of the chapters concerning the world trad-
ing system and global financial matters. Dr. Evenett is currently
on leave from the Department of Economics at Rutgers University
in New Jersey, after serving in an appointed position at the World
Bank and as a Fellow at the Brookings Institute. He also serves
as a research affiliate of the Center for Economic Policy Research
in London, as a member of the Trustee 21 Initiative organized by
the World Economic Forum. Previously he has served as a Re-
search Fellow and Visiting Fellow at Brookings and has taught in
a visiting capacity at the University of Michigan business school.
We welcome you as well, Dr. Evenett.
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Ms. ROS-LEHTINEN. We will begin with Dr. Scott. Please feel free
to summarize your remarks and your entire statement will be en-
tered in full in the record.

STATEMENT OF ROBERT E. SCOTT, ECONOMIST, ECONOMIC
POLICY INSTITUTE

Mr. SCOTT. Thank you, Madam Chairman and Members of the
Committee. Thanks for inviting me to testify here today on the im-
pact of these large and chronic trade deficits on the American econ-
omy. I will this afternoon discuss these causes and consequences of
the growth in our trade deficit and suggest policies that could im-
prove the U.S. trade position.

I begin by talking about how trade has affected American work-
ers. I have a few slides. We begin with the first. These are just a
few of the slides in my testimony. In the 1950’s and 1960’s, the
U.S. was the world’s leading export power house. The Marshall
Plan in particular helped provide the capital needed to rebuild Eu-
rope and Japan and fueled a tremendous boom in U.S. exports. As
we see on the red line in this diagram, we had a large trade sur-
plus in that period. It was about 4 percent of the GDP in the early
1950’s.

Since the 1970’s, we have moved from a surplus to a deficit as
Europe and Japan began first to compete effectively with the U.S.
in a range of industries. Later, we had a tremendous growth in im-
ports from developing countries as well, which we will see in a few
moments.

Now, this growth in deficits has had a tremendous negative ef-
fect on U.S. workers in many ways. The trade surplus of the sixties
was transformed in this deficit and this deficit will grow rapidly in
the future as a result of the growing financial crisis. One impact
on workers is that it has destroyed millions of jobs in the U.S.,
most of them in high-wage and high-skilled portions of the manu-
facturing sector. It has pushed workers into other sectors where
wages are lower, such as restaurants and health services. When I
appeared before this Committee last spring, I summarized an EPI
forecast that the Asia crisis would eliminate about 1 million jobs
in the U.S., with most of those losses concentrated in manufac-
turing.

Those losses have begun to materialize, despite the growth in the
rest of the economy. We have lost almost 500,000 jobs since March
1998, and most of this has been due to the rising trade deficit.

Based on the recent IMF forecasts that the U.S. current account
deficit could reach nearly $300 billion this year, the U.S. can expect
to lose another 400,000 to 500,000 manufacturing jobs in 1999.

Now, trade deficits also have a direct impact on wages, especially
for noncollege educated workers, those who make up about three-
quarters of the labor force. In figure 1, the wage line in yellow
shows that real wages for U.S. production workers peaked in 1978
and declined more or less steadily through 1996. What is respon-
sible for this decline? Trade is certainly one of the most important
causes, because it hurts workers’ wages in several ways. First, it
eliminates high-wage manufacturing jobs, as I already mentioned.
Second, it depresses wages through competition with imports, par-
ticularly from low-wage countries. If the prices of these products

VerDate 11-MAY-2000 12:36 Jul 25, 2000 Jkt 000000 PO 00000 Frm 00021 Fmt 6633 Sfmt 6633 64701.TXT HINTREL1 PsN: HINTREL1



18

fall, this puts downward pressure on prices that firms receive and
forces them to cut wages or otherwise cut costs.

Third, globalization also depresses wages through foreign direct
investment. When U.S. firms threaten to move a plant to Mexico,
it can force workers in those plants to take wage concessions rather
than lose their jobs. We have seen that happen increasingly in the
1990’s.

Why are these trade deficits growing? There are many reasons
that I go over in the statement. I will summarize a few key facts
from my exhibits that emphasize particularly the unbalanced trade
that exists with a few countries and in a few industries.

If we move to my figure 2, we see that the U.S. trade imbalances
are concentrated in a few regions of the world. Mr. Mulloy men-
tioned Asia, and we have a huge trade deficit with Asia, we see,
that approaches $175 billion in 1998. We also had a fairly large
deficit of about $25 to $30 billion each with NAFTA and Europe in
1998. We also see that the deficits with all 3 regions are increasing
steadily throughout this period.

Now, the causes of these deficits, particularly with Asia, are dis-
cussed in depth in my statement. There are many important dif-
ferences in the economic structure and strategy of each country in
this region. However, each follows a general pattern established by
Japan in the fifties and sixties that is a pattern which is based on
export-led growth. Exports are increased through state promotion
and control of targeted critical industries and, as we have heard,
exchange rates are systematically undervalued as part of this strat-
egy.

Now, in addition to these countries—I am sorry, the reasons:
There are only a few countries responsible for the majority of the
deficit as we see in my figure 4.

In fact, only 10 countries are responsible for the entire trade def-
icit in goods. These 10 are listed in figure 4. As you see here, the
deficit in 1998 in those countries total $229 billion. Japan, China,
and Germany alone had a deficit of about $144 billion in 1998, or
about two-thirds of this amount.

Now, as I mentioned, the Japanese deficit does reflect numerous
public and private barriers to imports in this policy of export-led
growth, discussed a moment ago. China, as we have heard earlier,
also has a heavy government role which dramatically restricts im-
ports into that economy, and, as mentioned earlier, we have a very
unbalanced trading relationship with China, the most unbalanced
in the world.

If we turn to the table next, table 1 from the figure, we see that
the trade deficit is growing rapidly this year. These are the trade
deficits, by country, through May of this year. These are data re-
leased on Tuesday. If we look at the trade deficits, the first column
is year-to-date through May 9; second, year-to-date through May
1998. We see the trade deficit overall in goods has increased by
slightly more than a third, but the deficit with the NAFTA coun-
tries has nearly doubled, increased by 93.5 percent; and the deficit
with western Europe is up by 75 percent this year.

In addition to the currency factors mentioned earlier, we also
have seen a tremendous surge in foreign direct investment into
Mexico in the last 2 years that stimulated this deficit.
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Just quickly, I will mention that in figure 6 we see the deficit
is concentrated in a few key industries. I go into this in some depth
in the testimony, but what is surprising is that motor vehicles and
parts make up such a large part of our deficit. You would think
that most economists would suggest that we would import lots of
low-tech goods, like apparel and shoes, and we do in fact import
those and basic commodities like petroleum, but we import huge
amounts of motor vehicles and parts. In fact, it makes up half of
our deficit with Japan, two-thirds of our deficit with Canada, and
essentially the entire bilateral trade deficit last year with Mexico.

We also have big deficits in other high-tech products such as
computers, steel, and blast furnace products, TV’s, radios; and in
fact only 3 of the top 8 trade deficit products are what we tradition-
ally think of as low-tech: apparel, leather, and toys.

Let me summarize, then, my policy recommendations, what I
think we can do about this, in order to save time. I mentioned four
specific points in my testimony that I think are critical to the de-
velopment of an environment that is going to generate what I think
is the bottom line, a high and rising standard level of living for all
Americans, and a competitive domestic manufacturing base is key
to achieving this.

First, we should enter into no new trade agreements, including
China’s proposed entry into WTO, unless and until those agree-
ments agree to raise the bar, to include labor and environmental
standards so we don’t engage in a raise to the bottom in those
areas.

Second, I think we have to take measures to address these chron-
ic trade deficits with countries like China and Japan in a few key
industries like motor vehicles and commercial aircraft as well,
where China is exploiting our technology.

Third, I do think we should steadily reduce the value of the dol-
lar. I am not in the government, so I can say that. I think we need
to do that, and we can talk about that more if you have time in
the Q and A.

Finally, I think we have to develop new incentives to interest de-
veloping countries to change the way in which the trade negoti-
ating game is played. In the past we have traded off access to our
markets in exchange for protection for our investors. I think in the
future we have to offer them some kind of new incentives; for ex-
ample, debt relief and development aid, in exchange for raising the
bar in the way that I think we need to do it.

I think these goals are achievable. I look forward to our discus-
sion of these topics.

[The prepared statement of Mr. Scott appears in the appendix.]
Ms. ROS-LEHTINEN. Thank you. Dr. Blecker.

STATEMENT OF ROBERT A. BLECKER, PROFESSOR OF
ECONOMY, AMERICAN UNIVERSITY

Mr. BLECKER. Madam Chairman and Members of the Sub-
committee, thank you very much for the opportunity to testify here
today on this important topic. I would like to begin by directly ad-
dressing the question posed in the title of today’s hearing, which
I think was an excellent title, and saying that yes, we are trading
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away our Nation’s economic future with our massive trade deficits
today.

We are trading away our future in two important respects. First,
the damage to our workers and industries, which Dr. Scott has just
discussed; and, second, the damage to our Nation’s financial posi-
tion, which Mr. Mulloy referred to earlier and on which I will focus
in my remarks.

The trade deficits of the past 15 years, as Mr. Mulloy also said,
have already transformed our country from the world’s largest
creditor into the world’s largest debtor. Today, as a result of our
record trade deficits, the Nation’s net international debt is rising
faster than ever. The Commerce Department reported last month
that the net international debt had reached $1.2 trillion at the end
of 1998, and my projections, shown in this figure which is also in
my written statement, show that this debt, that is the green line
there, will reach $3.8 trillion by 2005 if present trends continue.

Furthermore, I calculate what I call the net financial debt, ex-
cluding certain assets that are not liquid, and that red line there,
pardon the analogy to the local Metro system, the red line excludes
certain illiquid assets, and that was already a net debt of $1.6 tril-
lion last year, and I forecast it to reach $4.1 trillion by 2005, which
would then be 35 percent of the gross domestic product.

In the next slide, I also project the net outflow of interest and
dividend payments—this is what we have to pay out to foreigners
for our borrowing from them—will grow from 66 billion, the red
line here. There was a $66 billion deficit on net income and divi-
dend payments last year. I project that will grow to $166 billion in
2005, which would be equivalent to last year’s trade deficit in goods
and services.

Now, as a result of this growing indebtedness and interest out-
flow, our Goldilocks economy could come grinding to a halt some-
time in the early 21st Century. This negative financial position
makes us extremely vulnerable to any loss in confidence in U.S.
asset markets, such as the stock market, or in the U.S. dollar. As
figure 6 shows, foreign investors now hold over $5 trillion of finan-
cial assets in the United States. Most of those assets, as you can
see, the vast majority, have been acquired in just the last 4 or 5
years.

It would not take a very large sell off of these assets to precipi-
tate a dollar crisis. In fact, if foreigners sold off only 5.75 percent
of that $5.2 trillion that you see on the right, this would be about
$300 billion, or just about the projected level of the current account
deficit for this year.

Such a sell off could cause a collapse of the U.S. dollar and a
hard landing for the American economy unless steps are taken to
put our Nation on a more sustainable growth trajectory, with
smaller trade deficits and less international borrowing.

In my written statement and also in an attachment I gave the
Committee with a recent report I did for the Economic Policy Insti-
tute on the international debt situation of the United States, I go
into some more detail on these possible hard-landing scenarios and
how we might avoid them or what could be the triggers for a finan-
cial crisis. I would be happy to discuss that more in response to
questions.
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But now let me try to move to the policy conclusions. I think we
need to work on two fronts, and that is to reverse both the short-
term and the long-term consequences of our high trade deficit and
our growing international debt.

Now, the two main short-term causes of the high trade deficit are
the rise in the value of the dollar since 1995, which you can see
in figure 1 coming up here, the order of the figures is different for
the presentation than it was in the paper. The green there is the
greenback, the dollar. As you can see, it started rising in mid-1995.
Most of that increase came with the industrial country major cur-
rencies. Then it shot up even faster in 1997 during the Asian finan-
cial crisis. While it has leveled off, it has stayed at an uncompeti-
tive level ever since.

Now, no matter how efficient American producers are, no matter
how hard the workers work, no matter how much new technology
they invest in, they cannot compete in global markets at a dollar
that is now 20 percent higher than it was a few years ago. There-
fore, I believe that there cannot be any solution to the trade deficit
problem that does not begin with and include as an important com-
ponent a significant effort to bring down the value of the dollar to
a more competitive level.

Now, how we do that will have to vary between the different
kind of trading partners, those that manipulate their currencies
and those with floating rates. We can discuss that more in the
question period.

Second, I do agree with Mr. Mulloy and the administration state-
ments that he quoted, that we must encourage our trading part-
ners to stimulate their domestic economies and to open their mar-
kets more to imports of American goods and services. I think it is
time for Europe to abandon some of the self-imposed restrictions
which have already backfired. They were supposed to make the
Euro strong, and instead they made it weak. It is time for Japan
to pull itself out of its slump. Both regions need a significant fiscal
stimulus along with continued monetary ease, and I think we also
need to work on our administration to pressure the IMF to let up
on the crisis countries. We have imposed on them austerity condi-
tions as part of IMF causality—I am sorry, IMF conditionality,
which have led directly to this drop-off in our exports to those re-
gions, to Latin American and Asia, which are such vital export
markets for us, a lot of this is self inflicted damage from our treas-
ury department telling the IMF to tell those countries they had to
raise their interest rates and slash their budget deficits and put
their economies into depressions. When they go into depressions,
the first thing they do is stop buying imports from us, not to men-
tion their currencies fell so they couldn’t afford them anyway. We
need to start thinking about the repercussions of some of these
things we tell other countries to do.

Finally, for the longer term, I largely agree with what Dr. Scott
said, but let me put it in my own words. I think we need to modify
the way we approach trade negotiating to better promote the inter-
ests of American-based producers, to look at things from the per-
spective of industries and farmers producing products in the
United States, rather than just our companies selling things
abroad.

VerDate 11-MAY-2000 12:36 Jul 25, 2000 Jkt 000000 PO 00000 Frm 00025 Fmt 6633 Sfmt 6633 64701.TXT HINTREL1 PsN: HINTREL1



22

It is all very well and good to sell bananas in Europe, but we
don’t grow bananas here, and we need to think about what we do
produce here. I think we also need to put social concerns such as
human rights, labor standards, and environmental protection on an
equal footing with intellectual property rights and other types of
investor rights in our approach to trade negotiations. I think this
can help to create a more level playing field with other countries
in which a more balanced trading relationship can emerge.

We also need to remember that competitiveness starts at home.
We should not short-change domestic research and development,
education, public infrastructure, the things that make our economy
productive, because those are the things in the long term that help
our private sector to be more competitive.

With a more secure economic base at home and more balanced
commercial relations with our trading partners, we should be able
to balance our trade without undue sacrifices of domestic jobs and
living standards in the future.

Thank you.
[The prepared statement of Mr. Blecker appears in the appen-

dix.]
Ms. ROS-LEHTINEN. Thank you so much. Dr. Evenett.

STATEMENT OF SIMON EVENETT, ASSOCIATE PROFESSOR,
RUTGERS UNIVERSITY

Mr. EVENETT. Thank you for the invitation to present some testi-
mony before this Subcommittee, Madam Chairperson. I also would
like to thank Mr. Menendez and his staff for getting in contact
with me with respect to this testimony. I should add that Rutgers
University has always appreciated its close links with Mr. Menen-
dez.

Ms. ROS-LEHTINEN. We will let him know you said so.
Mr. EVENETT. Thank you very much. I should add that I am

speaking very much in my capacities as a Rutgers University pro-
fessor and a fellow at Brookings, and not in my World Bank capac-
ity. The articles of the World Bank are extremely clear about the
involvement of World Bank officials in member countries’ politics,
so please see me with a Rutgers and a Brookings hat on. Maybe
two hats is too much, but not three. Thank you.

Let me turn to the substance of my presentation. I have put to-
gether some testimony. I am one of these simple guys who likes to
make three or four points with graphs. I am a professionally
trained economist. I can do it with mathematically complicated, in-
comprehensible nonsense.

Mr. DELAHUNT. We would not understand it.
Mr. EVENETT. Most of the time I don’t understand it either. But

I leave that for the privacy of my own home. For the rest of you,
I would like to share the following graphs and make four points.
They somewhat go against the grain of what you have heard up
until now, which is first, I don’t think the trade deficits reflect eco-
nomic malaise.

The second point is that I don’t think the U.S. trade deficit is
caused by closed foreign markets.

The third point is in the current U.S. boom, it seems its trade
deficit growth and job creation have gone hand in hand. There is
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no big surprise. They are caused by exactly the same factors. We
will talk about that.

Finally, I think the plummeting U.S. savings rate is the real pol-
icy headache, and for more important reasons than its effect on the
trade deficit, as we enter an era where more and more Americans
are approaching their retirement. So let me take you through those
four points.

The first point, and I summarized this, as I said, in four graphs.
The first is that I don’t think trade deficits imply economic malaise.
It is actually very interesting that the United States since 1990 has
had the highest growth rate in the G–7 economies and also had the
largest trade deficits all the way through. In fact, if you were to
plot a graph of growth in the G–7 against their trade deficits, you
would find the countries that have the higher trade deficits were
the ones that were growing.

So I would urge you to ask what you really care about, a growing
economy which, as we will see, produces a lot of jobs, or are we
going to worry about one specific narrow economic indicator? I
think you get more miles or bang for the buck out of economic
growth than you do about worrying about trade deficits.

The second point I would like to make is I don’t think the U.S.
trade deficit is caused by closed foreign markets. In fact, on my sec-
ond graph here, it is interesting that if it is the case that the cur-
rent U.S. trade deficit was caused by closed foreign markets, and
we have had three rounds of multilateral trade negotiations, low-
ering tariffs, lowering nontariff barriers, then presumably back in
the sixties we would have had even more closed foreign markets,
but back then we had a trade surplus. So something is driving the
U.S. trade deficit, and it is not closed foreign markets, and that is
something I will come to in a minute, and it has to do with domes-
tic macroeconomic factors.

Really a historical perspective, not history—going back to 1960
is not history for most of us—but going back to 1960, you can see
the U.S. trade deficit has varied for a large number of reasons, and
it doesn’t have much to do with closed foreign markets.

When we looked more recently as to what happened since 1990,
we found that employment, nonfarm employment in the United
States, has surged, and so has the current account deficit. The real
explanation there is entirely demand-led, especially in the last few
years.

On my final graph, I think I get to the heart of this, but looking
at what we have had is both an investment boom, a very healthy
investment boom which is bringing new production techniques,
managerial techniques and skills for U.S. workers, helping to raise
their wages and offset some of the growing inequality we have seen
since the seventies.

We have had a healthy investment boom, and we have had a
somewhat more dubious consumption boom. Yes, we have all had
a big party here. One thing is definitely clear: If you don’t like the
savings numbers, look at the consumption numbers. The consump-
tion numbers have absolutely gone through the roof, I think really
for two reasons.

First, as we have said, people are starting to spend down some
of their stock market gains; and, second, people have refinanced on
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their houses, too. As interest rates have come down, they have refi-
nanced at lower interest rates, releasing some income to be spent
on goods and services.

So what that means is when the traditional measure of the sav-
ings rate—which of course is nothing more than the difference be-
tween what America consumes and what it earns—but that has
been shrinking, mainly because consumption has been surging.
Now, that comes out as a plummeting savings gap.

Now, some questions have been raised earlier about how to
measure savings. Some of the more rigorous and sophisticated
ways of trying to measure savings, getting at precisely the issues
raised earlier, still point to a fall in the U.S. savings rate over the
last few years. So this savings rate has fallen, even when you take
account of the factors which were quite correctly raised earlier.

The second thing is even if you don’t think savings have fallen
in the U.S., investments certainly have. All that matters, all that
you need to get a trade deficit is for the difference between invest-
ment and savings to rise. All you are really saying is the demand
in the U.S. economy is rising faster than its capacity to supply it,
so you have to buy goods from abroad. We have seen a huge surge
in investment in the U.S., primarily in information technology and
other areas. But that is the real reason why we have a trade deficit
and a current account deficit at the minute.

I guess to sum up, I don’t want to come off and say—I don’t want
to appear to say don’t worry about the trade deficit; because if you
think that the savings and investment imbalance is very precar-
ious, in other words, if you think people are over consuming, spend-
ing far too much money, spending down stock market gains which
could disappear tomorrow—after all, the Dow fell 200 points very
recently, right?—if you think that is a very precarious way to orga-
nize household consumption decisions, I would agree with you and
turn around and say these numbers could reverse very, very quick-
ly. That would lead to a quite serious adjustment problem.

What I don’t think I agree with is that somehow we have these
foreign markets which are systematically closed to U.S. goods. I
think that where there are problems, countries have legitimately
taken complaints to the WTO, and the U.S. is the biggest complain-
ant of the WTO, it takes the most cases, and also answers the most
cases, by the way. This country is not innocent on that score. It has
been found guilty in some cases, too. So the fact is the WTO is the
right forum for dealing with trade complaints.

The second thing is if you think there are existing barriers that
still need to be negotiated down, that is what I would urge you to
do, is endorse a new round of trade negotiations which could be
launched in Seattle and help craft and shape that agenda. In that
agenda I would not put labor and environmental standards. I can
tell you that if those decisions to negotiate on those issues goes to
Seattle, you will get large numbers of developing countries, coun-
tries whose economies are not growing very fast, potential exports
for the United States, they are not interested and they will walk
out.

So my sense is we have to find—we are going to need some inno-
vative thinking on trade policy that is going to require an honest
discussion about what the remaining trade impediments are and
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bringing up labor and environmental standards is merely going to
antagonize our trading partners, who otherwise I think are quite
interested in reducing their trade barriers even further.

Thank you Madam Chairman.
[The prepared statement of Mr. Evenett appears in the appen-

dix.]
Ms. ROS-LEHTINEN. Thank you so much for your testimony.
I have one question for each of you. I would like for you to elabo-

rate on the factors that you believe cause the deficits that we have:
the merchandise trade deficit, the manufacturing trade deficit, the
deficit in goods and services. What are the factors you think con-
tribute to their causes, and the varying impact that these would
have on the U.S. economy? Also related to that, if you think that
the trade deficit in this one sector is preferable to the deficit in an-
other sector. Dr. Blecker.

Mr. BLECKER. That is a big area to talk about, but let me just
say a few points. I think what has happened in the last few years—
and by the way, one area I think I agree with Dr. Evenett is on
the saving rate. I think a major change in recent years is that what
has been happening on the balance of payments has been driven
largely by what is going on in the capital account rather than the
current account. These two things have to balance each other out,
because it is an accounting statement. But we have seen large
inflows of funds. These in turn pushed up the value of the dollar.
They have financed the shortfall of savings, allowed the consumer
boom to continue, prevented investment from falling, in spite of the
low savings rate.

I disagree somewhat about investment being high. That depends
on how you measure it—in constant dollars or current dollars—and
I prefer a current dollar measure.

But this in turn has basically forced us, then, to run a current
account deficit which is the other side of the coin of the capital ac-
count surplus. That, then, reverberates on to all of the other bal-
ances that are subcomponents of the current account. Especially it
reverberates on to goods and merchandise because the high dollar
and then boom in our economy compared to sluggish conditions
abroad, where I also agree—which is in fact in my testimony as
well—that forces a merchandise deficit which is very large, but
which then has the consequences that Dr. Scott was discussing.

Even services—we have seen a lot of arguments in recent years,
don’t worry about the merchandise deficit, because we have a serv-
ices surplus. The services surplus has shrunk, too, and it is not
growing as was expected, because when the rest of the world is de-
pressed and the dollar is too high, it is not surprising they don’t
want to buy so many of our services.

Then there a new part of the overall current account deficit that
is getting worse, which I flagged in my figure, I think number 2,
in my written statement, and that is the deficit on investment in-
come.

In the past when we were the world’s largest creditor, we had
a large net inflow of investment income, mostly from our multi-
national corporations abroad. But that is now being overwhelmed
by the net outflow of interest payments and dividend payments on
our financial obligations, and it is a long story why it has taken
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a while to turn negative; but it has now, and if present trends con-
tinue, it will become a major negative factor in the current account
and balance of payments in the next several years. That is going
to make it necessary for us to run even harder just to stay in place
as far as preventing rising current account deficits.

So essentially my causal story would start with the capital
inflows through the dollar and go on through the rest of it.

Ms. ROS-LEHTINEN. Thank you. Mr. Scott?
Mr. SCOTT. Sure. I would say that there are two causes, gen-

erally speaking. They are both short-return financial sector causes
and I think there are long-run structural causes to the trade def-
icit.

On the short-run side, as Dr. Blecker describes, I would like to
describe it as a boomerang economy. The rest of the world col-
lapsed, they sent their capital here, and that stimulated a boom in
the stock market which led to a consumption boom, and that gen-
erated also a short-term increase in the trade deficit. I think there
is no question about that.

On the other hand, as we all know, boomerangs are dangerous
to play with. If that capital decides to depart and it causes a crash
in the stock market, it could certainly destabilize the economy. So
we are playing with a very dangerous situation here, I think, given
the state of the world economy.

So that on the structural side, I very much appreciate Dr.
Evenett’s first figure on the structural trade, which to my view il-
lustrates the pattern of the structural trade deficit. Obviously I
think the data is correct. We all get the data from the same
sources. I think the title is a little bit wrong. It is very interesting.

He paints this picture of the three long-term rounds of trade ne-
gotiations, the Canada, Tokyo and Uruguay Rounds of negotiations,
and they are clearly linked in some way to an increase in the U.S.
trade deficit. It says on the title of that, the deficit has grown as
foreigners lowered their trade deficits, not the other way around.

But, in fact, I would argue just the opposite. Our deficit has
grown because we have lowered our trade barriers in total more
than foreigners have. During each round we have reduced our tar-
iffs to the present day to just about as close to zero as they can
get. Other countries have not reduced their tariffs as rapidly as we
have, first.

Second, more importantly, they have maintained and enhanced
a set of nontariff barriers to trade that both promoted their exports
to the U.S. and acted in new and in creative ways to restrict U.S.
exports to their markets. I think that is the long-term nature of our
trade problem. That is why this trade deficit goes up as it follows
a steady increasing trend, as you see. That a not a macro short-
term problem, that is a long-term problem and dates from the
1950’s and 1960’s, I would argue.

Ms. ROS-LEHTINEN. Thank you. Dr. Evenett?
Mr. EVENETT. Up until the last minute, I was about to say you

were going to witness something rare, which is three economists
agreeing on something. But let me say on the short-term questions,
I think we are all quite agreed. We have had this surge of invest-
ment in the U.S. which has needed to be funded somehow. The
U.S. consumers are not providing it, nor is the corporate sector, so
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the money has come from abroad. That is fine. Everybody under-
stands that, and I think we understand. Let’s talk about the stuff
I am less sure I agree with my colleagues on.

Thinking in terms of breaking it out between manufacturing and
services, I would argue that the downturn—the slowing growth in
service exports is primarily due to these lower incomes and reces-
sions abroad. In fact, I would point to the recent forecasts of Pro-
fessor Alan Dierdorf at the University of Michigan, one of our most
respected trade economists in the services area and on trade in
general, and he has been examining how the U.S. trade patterns
in services will vary over the next 2 or 3 years. As east Asia and
Latin America bounce back—we are already seeing evidence of
that—then service exports to those areas, an area where is U.S.
has strong comparative advantage, are expected to bounce back. I
think that will provide some good news in terms of the trade deficit
and the current account.

The second thing in terms of the interpretation of this trade lib-
eralization over the last 30 years, I would argue that in fact cer-
tainly in the Uruguay Round, the U.S. made out like bandits, quite
frankly. You got reduced in your tariffs, but not by that much. A
lot of developing countries for the first time came onboard and seri-
ously negotiated substantial reductions in their trade barriers, and
not just in the areas where the U.S. cares about—manufacturing,
some in services and a fair amount in agriculture—although there
is a lot more work that needs to be done in agriculture.

So I would argue that the U.S. did very well out of the Uruguay
Round, and I think the numbers on the gains to the U.S. which
have come out of the economic studies bear that out.

The second thing is in terms of an enhanced nontariff barrier.
For the U.S. ever to lecture the rest of the world on this is the pot
calling the kettle black. The spread of antidumping laws which was
founded on K Street and spread around with the help of others, has
now reached the point that 29 countries are using these laws.
Guess who is the No. 1 target? This country. It is this country’s ex-
ports. So we are seeing the spread of—if there is a spread of non-
tariff barriers, we started it in large part. That is one of the things,
I think antidumping should be on the Seattle negotiating list. You
can bet your life that USTR will want it to be there, and I can tell
you people on K Street don’t want it to be there, but it will be
raised by Australia, the European Union and many other countries,
and I do think we need to nip these nontariff barriers in the bud,
and let’s start with antidumping.

Ms. ROS-LEHTINEN. Thank you. Mr. Delahunt.
Mr. DELAHUNT. So you think it is time to get out of the stock

market?
Mr. BLECKER. We don’t give advice on that.
Mr. DELAHUNT. That is the measurement we will measure you

by.
A little bit of a primer here, if you will. You all referred to the

$1.2 trillion debt. Please explain that. Is that debt held by indi-
vidual Americans, by mutual funds, by government agencies?
Please, just a real kind of concise, very simple explanation. Any-
body.
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Mr. BLECKER. I will tackle that, since I just wrote a report on
that and just read the latest Commerce Department release. Basi-
cally, this is debt held by foreigners that is their ownership of
American assets in excess of what we own abroad. So essentially
we are saying the foreigners own more bonds, stocks, Treasury se-
curities, et cetera, et cetera, in the United States, compared with
what we own abroad.

Mr. DELAHUNT. It is a mix, in other words. It can be equities,
U.S. obligations, it can be private corporate instruments.

Mr. BLECKER. Right. But what has changed most dramatically in
the last 10 or more years that has caused the big swing are the
more liquid financial assets, especially Treasury securities. We now
have, I think, about $1.3 trillion worth of U.S. treasury securities
owned abroad. About half of that is owned by foreign central banks
and the other half is owned by private investors. That is some-
where around 35 percent or maybe almost 40 percent, somewhere
in that range, of all outstanding Treasury securities.

Mr. DELAHUNT. We have been debating the last several days re-
garding reducing American debt.

Mr. BLECKER. The government debt. You all have been talking
about government debt.

Mr. DELAHUNT. I understand that. My point is that is a compo-
nent of the debt we are talking about.

Mr. BLECKER. Right.
Mr. DELAHUNT. What are the consequences? Clearly it is my

sense, no matter whether what occurs, that there will be debt re-
duction, which I presume would mean there would be a demand,
because it is such an attractive, secure investment in an unstable
world. What are the consequences for action that the United States
is now taking in terms of reducing public debt held by foreigners?

Mr. EVENETT. I think the first consequence is that obviously the
return, the interest the U.S. has to pay on existing long-term debt,
that rate of interest will start falling. The liquidity or the ability
to sell those debt instruments very easily will begin to be reduced
because there won’t be such a huge market for it.

I think what will happen, what this will do is, I mean, as these
long-term Treasury instruments get scarcer and scarcer, then you
will find that again the U.S. taxpayer will win out and that hope-
fully they will have to pay less and less interest on the remaining
Treasury bills which get issued.

Mr. DELAHUNT. I understand that. But my point is, what does it
do in terms of multilateral commercial relations, if anything?

Mr. EVENETT. I am not sure—the second point I was going to
make is that I remember 10 years ago a certain British Prime Min-
ister announcing that the U.S.—the U.K. public debt was going to
be paid down in 15 years because of a huge budget surplus which
emerged at the end of the eighties. Within 3 years——

Mr. DELAHUNT. Who is that.
Mr. EVENETT. Within 3 years, Britain had, I think, a 5 percent

budget deficit, the currency had gone through the floor, and that
Prime Minister was out tending roses in her garden and no
longer——

Mr. DELAHUNT. ‘‘her’’ garden?
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Mr. EVENETT. Her garden, yes. So my sense is that come the
next recession, this budget surplus will evaporate and we have a
short-term gain here. The issue is short-term windfall; the issue is
what to do with it.

Mr. DELAHUNT. Let me just followup in a question, because I
think you both, Dr. Blecker and Dr. Scott, talked about the devalu-
ation, if you will, of the American dollar. I hear what you are say-
ing, but I will tell you what causes me concern, and I don’t know
if I have any basis to be concerned. But if we do devalue, and I
don’t know how you go about doing that—you were talking about
bilateral devaluation, and, again, I am not conversant certainly
with the world money markets—but if that were done in any ab-
rupt fashion, I mean, the impact in terms of the world financial
markets, including our own stock market and bond markets. One
thing I continue to hear is that the financial markets do not like
uncertainty and instability. It would cause me some concern.

Dr. Scott?
Mr. SCOTT. Yes——
Mr. DELAHUNT. I understand how it would create more fairness.

But, hell, I mean, we could end up shooting ourselves while we are
trying to solve a problem.

Mr. SCOTT. I think we don’t have to look very far back into our
own history, and remember back to the mid-1980’s, the last time
we had a trade deficit that reached 3 percent of GDP. At that point
the dollar was about 50 percent higher than it is today, perhaps,
maybe 40 or 50 percent higher, and we had an agreement that was
reached in the Plaza as I recall, although I am not a finance per-
son, the Plaza in New York, as I recall, in roughly 1985, and it was
amongst the finance secretaries of the G–7 countries, and they
agreed to gradually reduce the value of the dollar.

So in my testimony I called for a gradual reduction of the dollar.
We have done it before, we can do it again. Though financial mar-
kets don’t like uncertainty, they like even less to lose. If they have
to bet against all of the major central banks of the G–7 countries,
they are going to lose. So if the finance ministers announce they
are going to reduce the value of the dollar, I think they can suc-
cessfully do that, as they did in 1985 through 1987, when they re-
duced the dollar by about 50 percent.

Mr. DELAHUNT. Do you agree with that, Dr. Blecker?
Mr. BLECKER. Let me amend that very slightly. Actually the dol-

lar fell quite precipitously between 1985 and 1987. It fell more rap-
idly in those years than it rose between 1980 and 1985. But it did
not cause a financial catastrophe, and I think the reason is what
Dr. Scott put his finger on, that this was seen as an agreed-upon
managed depreciation that the major countries were prepared to
stand behind. There were tacit target zones. That wasn’t quite an-
nounced, but it was understood the dollar would stay within cer-
tain limits.

I think if we take that approach, again, because I agree abso-
lutely with the concern you raised, and that is my whole concern,
if we let the debt get out of hand, we will see that true hard land-
ing for the dollar in the economy further down the road. The way
to get there is not by letting the dollar stay too low, but by easing
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it down gradually. This is going to require cooperation with the
other countries.

Mr. DELAHUNT. Would that be the invisible hand of the market-
place? It will require active——

Mr. BLECKER. Active intervention and cooperation with our trad-
ing partners. What is it our trading partners want out of all of
these negotiations? Access to our markets. We need to insist on
reasonable equilibrium exchange rates as one of the things that we
look for in a normal trading relationship, whether it be with China,
Japan, Europe or anybody else.

Mr. EVENETT. I must say the postscript of this story is they had
to get together in 1988 and decide the dollar had fallen off too
much.

Mr. DELAHUNT. This is all above my pay grade.
Mr. EVENETT. So the fact is, the end of this story is it wasn’t

quite the smooth managed transition that perhaps has been sug-
gested. I think you are absolutely right, sir, to suggest that this is
a very dangerous game to go down. To get people—trying to de-
value the U.S. dollar means in effect scaring foreign investors. That
is what you have to do.

Mr. DELAHUNT. That creates that flight from our capital markets
which creates an impact which would slow down our economy,
which returns us to the issues that we talked about before in terms
of that surplus that I have very little confidence in, by the way.

I happened to vote not only against the Republican plan, but the
Democratic plan, because when I arrived here 2 years ago we had
a deficit. These estimates, these CBO estimates, they were telling
me we were going to have a $200 billion deficit; 2 months later,
170; 2 months later, 120; 4 months later, it broke 100; 3 months
later, hell, we can’t forecast 2 months ahead, let alone a decade
ahead. That is what really makes me nervous.

Mr. SCOTT. You notice none of us want to tell you what to do
with your investment funds.

Ms. ROS-LEHTINEN. Thank you so much, Mr. Delahunt. I want to
thank the witnesses for your excellent testimony. As you know, on
a bipartisan level, this trade deficit growing out of control is of in-
creasing concern to us, even if we disagree on how best to handle
it. We look forward to continuing our conversations with you.
Thank you so much.

The Subcommittee is now adjourned.
[Whereupon, at 4:45 p.m., the Subcommittee was adjourned.]
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